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ONSIDERABLE ATTENTION has been focused 
throughout the current year corporate 
acquisition and ownership Treasury secur- 
ities, and more generally, the over-all level 
corporate liquidity. Cash and Government 
security holdings corporations, ex- 
banks and insurance companies, 
totaled $55.6 billion June 30, 1959. During 
the preceding year these corporations added 
billion their liquid asset holdings. 
Most the increase—$6.1 billion—represented 
corporate purchases Treasury securities. 

Earlier this year, there were recurring com- 
ments the effect that corporate liquidity 
might unleashed finance plant and 
equipment expenditure boom. While corpor- 
ate saving was welcomed source funds 
the money and capital market, observers 
feared that subsequent corporate liquidations 
Treasury issues would create severe strains. 
The conversion corporate holdings Gov- 
ernment securities into cash and subsequently 
into expenditures was seen potential 
threat price-level stability and effective 
monetary restraint. 

Since the Treasury expected run 
cash surplus during the first half 1960, the 
importance corporate acquisitions Treas- 
ury issues the solution the 
financial problems has been reduced substan- 
tially. Attention has turned 
marily the effects anticipated rise 
corporate plant and equipment outlays the 
capital markets and economic conditions. 

The purpose this article evaluate 
the significance corporate liquidity for 
capital market developments 
monetary restraint should plant and equip- 
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ment expenditure boom materialize 1960. 
More specifically, issue posed here 
the meaning and magnitude corporate 
liquidity and the economic importance 
corporate liquidations Treasury issues 
finance plant and equipment outlays op- 
posed various alternative means financ- 
ing these outlays. 


Liquidity: Concept and Measurement 


There are numerous dimensions cor- 
porate liquidity and thus number meas- 
ures might employed gauging its magni- 
tude. Corporate liquidity might conceived 
the aggregate holdings cash balances. 
Few analysts would regard this 
ciently comprehensive view for generally 
recognized that corporations hold short-term 
securities anticipation future cash re- 
quirements and that these securities accord- 
ingly are important element corporate 
liquidity. Even this somewhat broader view 
likely misleading, however, unless 
recognized well that corporate liquidity 
positions are affected variations cor- 
porate payments and liabilities. 

anticipated payments affect corporate liquidity 
positions and requirements, should also 
acknowledged that internally generated funds 
may employed satisfy cash requirements 
and may therefore regarded element 
corporate liquidity. These funds may 
used expand plant and equipment outlays 
rather than finance corporate acquisitions 
Treasury issues expansion other 
current assets. But, once this source cash 
liquidity, relatively modest additional 
step introduce borrowing capacity an- 
other dimension corporate liquidity. 

The broadest concept corporate liquidity 
therefore would take account wide variety 
sources from which corporations might ac- 
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quire cash balances. Although the definition 
corporate liquidity the ability corpora- 
tions obtain cash balances means that 
liquidity cannot measured effectively, 
many respects the most useful and rele- 
vant for the analysis the problem hand. 
Corporations obviously have wide range 
alternatives from which select financing 
expansion outlays. 

Each these alternatives subject re- 
straints. Liquidations security holdings 
the use internally generated funds 
finance increase plant and equipment 
outlays are limited current and anticipated 
cash needs having greater priority. Internal 
sources funds presumably would divert- 
from current uses only plant and equip- 
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ment outlays are assigned greater priority, 
Restraints the employment 
funds, involving the use available credit 
lines and borrowing capacity, are familiar 
that they warrant little comment. should 
suffice say that these restraints are 
with the changing costs and availability 
funds. The particular means which 
porations select expand outlays depend 
upon what restraints are imposed the 
alternatives. assessment corporate 
liquidity must take account these restraints, 

the following section, various measures 
are employed indicate the postwar trends 
and cyclical changes the magnitude some 
elements corporate liquidity. Subsequently, 
the analysis concerned with the significance 
for economic developments 
monetary restraint corporate decisions 
employ internal sources funds opposed 
borrowing finance increase outlays. 
INTERNALLY generated funds 
expanded sharply the early 
stages the recent economic 
recovery and expansion 
sponse cyclical rise corporate profits 
and retained earnings. This was undoubtedly 
important factor the buildup corpor- 
ate holdings cash and Government secur- 
ities. economic expansion has progressed 
earlier postwar cycles, however, the growth 
funds acquired from this source typically 
has been retarded, declines after-tax 
profits, combined with the relative stability 
cash dividend payments, have offset partly 
the growth depreciation allowances. this 
pattern duplicated the current expansion, 
growth internally generated funds should 
expected provide henceforth less sub- 
stantial source finance for inventory 
cumulation plant and equipment outlays. 
However, corporations could redirect funds 
obtained from this source increase outlays 
the resources rather than acquire 
ury issues expand other financial assets. 
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Corporate decisions rely internal 
funds, liquidate securities, borrow the 
money and capital markets finance in- 
crease outlays depend partly upon the 
assessment liquid asset needs. decline 
asset holdings and the rate which 
internal funds are generated acts restraint 
outlays financed from internal sources and 
tends induce greater reliance external 
sources. the past, corporations have turned 
increasingly the capital markets satisfy 
financial requirements economic expansion 
has progressed. 1956 and 1957, for ex- 
ample, corporations liquidated holdings 
Government securities and increased short- 
term debt satisfy financial needs, but, after 
the plant and equipment boom had shown 
signs subsiding 1957, they continued 
offer substantial volume securities the 
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capital markets restore liquid asset posi- 
tions liquidating short-term debt. 

Data appearing Chart reveal that cor- 
porate holdings cash and Government se- 
curities had declined extremely low levels 
the 1955-57 period economic expansion. 
Ownership these assets was increased 
the fourth quarter 1958 and the first and 
second quarters 1959 that the end 
each these quarters corporate holdings 
cash and Treasury issues were above those 
comparable quarters 1956 and 1957. 

Most the rise corporate holdings 
liquid assets represents the acquisition 
Government securities, although corporations 
also added $1.4 billion their cash balances. 
the end June 1958, corporate ownership 
Treasury issues totaled only $13.9 billion 
—the lowest June level for such holdings since 
1948. Corporations are known economize 
cash balances holding short-term securities 
and this reflected the decline the ratio 
cash cash and Government security hold- 
ings from per cent per cent during 
the year ending June 1959. 

Since short-term securities frequently are 
held satisfy anticipated cash requirements, 
consideration must given combined cash 
and Government security holdings assessing 
corporate liquidity positions. Analysis 
Chart shows that although corporate liquid- 
ity advanced late 1958 and the first half 
1959, holdings these liquid assets the 
end June 1959 were not unprecedented. 
appropriate inquire whether the rise 
corporate holdings liquid assets repre- 
sents expansion liquidity accumulated 
sion outlays whether the low levels 
liquidity attained 1956 and 1957 subjected 
corporations strains which they wish 
avoid the future. Indeed, might asked 
whether the increase corporate ownership 
liquid assets actually represents substan- 
tial improvement liquidity positions. 
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apparent that the rise total holdings 
these assets must related partly the 
cyclical expansion wage payments and 
materials purchases. Similarly, the sharp rise 
corporate profits and thus tax payments 
has increased corporate needs for cash and 
near-cash assets. Alterations corporate lia- 
bilities some measure reflect changes 
corporate payments, and the relationship be- 
tween corporate liquid asset holdings and 
current liabilities provides some indication 
their liquidity positions. For example, 
expected that corporate ownership 
Treasury issues would show some response 
cyclical and other variations the ac- 
crual Federal tax liabilities. Although the 
relationship between acquisitions Treas- 
ury issues and tax accruals not stable 
one, the buildup Treasury security owner- 
between tax-payment dates and the de- 
cline holdings these assets tax-pay- 
ment months clearly suggests connection. 

secular rise liquidity needs revealed 
Chart the growth cash and Govern- 
ment security holdings that has accompanied 
postwar expansion corporate payments. 
However, indicated data appearing 
Chart the ratio these assets current 
liabilities and sales—a rough measure 
corporate payments—has declined materially 
over the postwar period. Neither corporate 
holdings cash and Government securities 
nor corporate liquidity positions, measured 
the ratio holdings these assets cur- 
rent liabilities and sales, appear have 
been excessive midyear when compared 
with the postwar trend. 

Chart shows, however, that corporate 
liquidity positions have increased moderately 
since 1957. The ratio cash and Govern- 
ment security holdings current liabilities 
increased from the 38.2 per cent low regis- 
tered the third quarter 1957 per 
cent mid-1959. Holdings cash and Gov- 
ernment securities manufacturing corpora- 
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tions also rose only slightly relative sales 
and, according reports the Department 
Commerce, total corporate holdings 
liquid assets rose from 7.3 per cent sales 
1957 7.5 per cent 1958 and 7.9 per 
cent the first half 1959. 

Data appearing Chart indicate further, 
however, that corporate liquidity positions 
were substantially lower midyear than they 
were 1955 when plant and equipment 
penditures were rising rapidly. Moreover, 
liquid asset holdings represented per cent 
current liabilities June 1959—approxi- 
mately four quarters after the cyclical uptum 
—as compared with 42.2 per cent the end 
the second quarter 1956, some seven 
quarters after the 1954 upturn. 

Additional calculations show that current 
liabilities were remain constant theit 
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midyear level, liquid asset holdings could 
reduced roughly $6.2 billion before the 
ratio cash and Government security hold- 
ings current liabilities would attain the 1957 
low. likely, however, that liabilities will 
rise the cyclical advance continues. the 
increase liabilities during the year ending 
June 1960 were match the percentage 
increase registered the year ending June 
1957, while liquid asset holdings remain un- 
changed from the midyear level, the ratio 
liquid assets current liabilities would reach 
40.4 per cent the end next June. 

Despite the fact that several measures 
corporate liquidity positions midyear were 
moderately above the 1957 low, substantial 
reduction Treasury security holdings from 
the June level would reflect primarily the 
ability and willingness corporations 
operate with even lower levels liquidity 
than 1957. examination the midyear 
data suggests, therefore, that moderate rise 
corporate outlays might financed from 
internal sources without reducing liquidity 
positions below the 1957 low, but the realiza- 
tion plant and equipment boom would 
find corporations turning increasingly ex- 
ternal sources funds unless these liquidity 
positions are reduced new low levels. 
DEVELOPMENTS since last June 
may have brought about 
substantial change corpor- 
ate liquidity, particularly certain industrial 
lines. Business firms immediately affected 
the steel shutdown probably have utilized cash 
flows coming from inventory liquidations and 
pay-downs notes and accounts receivable 
retire debt and acquire near-money 
assets. But, the extent which third quarter 
developments have affected aggregate cor- 
porate holdings cash and Government se- 
curities and the liquidity positions 
corporations, whole, cannot assessed 
from data presently available. 

Suppose, nevertheless, that corporations 
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were holding “excessive” liquidity were 
permit liquidity positions fall below the 
levels attained 1957. The question then 
might asked whether any great significance 
should attached the choice security 
liquidations means acquiring funds 
opposed borrowing. 


Corporate Liquidity and Monetary Restraint 


Some observers have viewed excessive cor- 
porate liquidity factor tending weaken 
effective monetary restraint. Corporations 
holding short-term financial instruments that 
can liquidated finance expansion 
plant and equipment outlays are believed 
many analysts relatively insensitive 
changes the cost and availability invest- 
ible funds. Some observers have gone far 
suggest that corporate holdings Treas- 
ury issues are equivalent cash. Logically, 
this would mean that expansion corpor- 
ate outlays financed the liquidation 
securities would exert pressures resource 
prices for which there offsetting adjust- 
ment elsewhere the economy. 

generally acknowledged that corporate 
acquisitions Treasury issues have tended 
strengthen the market for these issues. 
equally true, however, that expansion 
corporate outlays financed liquidations 
these securities any means other than 
drawing down cash balances tends depress 
securities prices and intensify financial re- 
straints. Manifestly, other financial develop- 
ments may counteract the pressures which 
might arise out increase corporate 
demands for funds. For example, the Treas- 
ury expected experience cash surplus 
and thus net supplier funds during 
the first half 1960. The purpose this dis- 
cussion not, however, make appraisal 
monetary and financial developments dur- 
ing the first half 1960; rather focus 
attention upon the market significance cor- 
porate liquidity. 
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There are variety decisions which cor- 
porations might make regard their liquid- 
ity positions expanding their outlays. These 
are reductions cash balances, diversion 
internally generated funds from current uses, 
liquidations securities, borrowing from 
banks, and borrowing the capital market. 

diversion internally generated funds 
from the acquisition Treasury issues re- 
duces the demand for securities and tends 
depress their prices and increase the costs 
credit-financed outlays, while corporate 
liquidation near-money assets tends have 
these effects increasing the supply se- 
curities the market. expansion offer- 
ings corporate debt the capital markets 
also tends depress securities prices and in- 
crease borrowing costs. Corporate borrowing 
from banks would generate similar effects in- 
sofar commercial banks respond in- 
crease loan demands liquidating secur- 
ities. However, clear that the restraint 
produced corporate borrowing from com- 
mercial banks might take the form partly 
reduction the availability credit non- 
corporate borrowers. 

Expenditures financed reduction 
cash balances tend produce inflationary 
pressures which are not offset the develop- 
ment greater restraint the capital mar- 
kets. Clearly, distinction must made be- 
tween the existence “excessive” cash and 
near-cash asset holdings cor- 
porations since the conversion the latter 
into cash tends impose greater financial 
restraint. Corporations may reduce their 
liquid asset holdings changes the cost 
and availability funds intensify restraints 
credit-financed outlays. However, internal 
restraints, associated with liquid asset require- 
ments other current and anticipated uses 
cash and near-cash assets, limit the use 
these assets expand plant and equipment 
outlays. 

This suggests that the choice any one 


the alternatives, with the exception re. 
duction cash balances, would induce ad. 
ditional restraint credit-financed 
tures. permissible conclude, therefore, 
that the employment funds obtained from 
the diversion internal funds security 
liquidations equivalent borrowing? 
ternatively, the question may asked: where- 
does potential threat effective monetary 
restraint lie corporations reduce substan- 
tially their holdings securities? 

liquidity might conceived 
having inflationary implications that 
porations acquiring investible funds through 
liquidations securities may have effect 
the structure interest rates which 
ferent from that which would accompany 
increase borrowing. Presumably, corporate 
borrowing the capital markets would have 
greater impact longer-term rates than 
would the liquidation Treasury instruments 
and the interest rate pattern generated 
such corporate borrowing might provide 
more effective restraint other credit-fi- 
nanced demands for resources. 

The financial restraints aggregate 
mand generated the coming months may 
determined primarily market develop- 
ments other than those associated directly 
with corporate decisions liquidate securi- 
ties. Other things being equal, however, 
apparent that corporate liquidations 
curities would tend generate additional fi- 
nancial restraints other borrowers. The 
characteristics these restraints, such 
changes credit availability and the level 
and pattern interest rates, might differ- 
ent than those which would imposed 
increase corporate borrowing. Those 
who believe that threat effective mone- 
tary restraint posed “excessive” corpor- 
ate holdings securities assume that the 
financial restraints imposed security liqui- 
dations are less effective than those imposed 
increase corporate borrowing. 
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What does tell us? 


ITH INCREASING frequency during recent 

years, productivity has entered the 
mainstream both professional and popu- 
lar economic thought. recent months es- 
pecially, the idea productivity has figured 
significantly written and spoken comments 
economic affairs across the length and 
breadth the Nation. 

Two reasons, for the most part, explain this 
new emphasis. One related the role 
productivity wage negotiations. This, 
turn, leads to—or perhaps more accurately 
stems from—questions arising the contro- 
versial field prices and wages. Issues re- 
volving about the role prices and wages 
the postwar inflation—“demand pull” versus 
“cost push” explanations wage and price 
behavior, the labor union impact wages 
and prices, the role profit margins price 
changes—all have become increasingly keyed 
productivity developments. 

The second reason the widespread recog- 
nition the role productivity effecting 
change and growth economic system. 
The major importance productivity gains 
restoring devastated economies after World 
War and promoting the economic de- 
velopment backward countries has guided 
informed thinking these subject areas for 
several years. More recently, the economic 
challenge the Soviet Union the United 
States has brought new attention the dy- 
namic role productivity economic growth. 

Not surprisingly, view the hot debates 
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surrounding these issues, much misunder- 
standing and misuse productivity concepts 
and measurements has appeared. part, this 
may explained the fact that compli- 
cated issues have been thrust before the pub- 
lic hectic pace. Pitched into the midst 
the ensuing controversy, the average citizen 
has been pressed make judgments mat- 
ters which are among the most complex 
the field economics. Moreover, partisans 
special economic interests have frequently 
bent the notion productivity order ad- 
vance their own cause more effectively. 

The purpose, then, this article implicit 
its title phrase, “What does tell us?” Con- 
cepts, meanings, and measurement, primarily 
the setting wage-price issues, are the 
focus this productivity discussion. 


Not Equity Concept 


Labor productivity, usually stated, de- 
fined output per man-hour. such, must 
recognized for what is—a statistical re- 
lationship between economic 
formed dividing output man-hours. Ac- 
cordingly, measure related changes 
variables but does not establish any 
causal connection between 

With this notion mind, revealing 
examine two commonly repeated views re- 
lating labor productivity equity concepts. 
the one hand, claimed that im- 
proved technology, mechanization, automa- 
tion, enable worker turn out more 
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goods per hour, entitled pay in- 
crease equal the rise his productivity. 
Yet, that position has been challenged 
equally vocal group which argues that the re- 
ward for greater output per unit labor 
should accrue those responsible for the 
improvement, such investors, managers, 
technicians. While each statement itself 
may give the appearance reasonableness, 
obvious that both cannot accepted. 
And, recalling the statistical nature the pro- 
ductivity ratio, evident that neither point 
view can validated the concept. 

Part the problem interpreting pro- 
ductivity ratios due the fact that indi- 
vidual factors bearing productivity can- 
not viewed isolation. Changes may oc- 
cur for variety reasons. Probably the most 
important source gain technological in- 
novation. great importance also are in- 
creased amounts capital; improved organi- 
zation, methods, processes, and materials; and 
better management well greater labor 
efficiency. addition these factors, the 
productivity ratio will advance response 
shifts productive activity from less effi- 
cient more efficient plants and, for the 
economy whole, shifts the structure 
the production complex industries with 
higher productivity levels. 

Thus, labor productivity ordinarily meas- 
ured tells very little about the contribution 
labor increased production. However, 
although the concept productivity cannot 
used resolve issues moral philosophy, 
can used relative the analysis other 
important economic objectives. 


Productivity, Wages, and Prices 


often stated, for example, that wage 
increases excess productivity gains are 
inflationary. While the statement has attracted 
widespread support because its apparent 
reasonability, does require careful scrutiny. 
Usually generalizations this type are valid 


only under certain conditions. What assump. 
tions are implied this particular stereotype? 

The statement does not explicitly recognize 
that market economy prices reflect the 
balance demand and supply. However, the 
suggestion only that the situation tends 
produce rising prices. Their actual occurrence 
must understood depend upon demand 
forces well. 

Perhaps not even implicitly recognized 
many who repeat the statement, the other 
hand, that true only the income share 
all other factors production remains con- 
stant. other words, the suggestion that 
wage advances are inflationary when they ex- 
ceed productivity gains based gross 
over-simplification the production process. 
general, such reasoning runs this way: 
prices reflect costs which are determined 
jointly wage rates and productivity; thus, 
when increases wages are not offset 
productivity gains, prices tend rise. 

Such reasoning neglects the possibility that 
the returns other factors may decline and 
thereby offset the tendency toward price ad- 
vance. matter fact, the distribution 
real income has been characterized im- 
portant shifts factors’ shares during the 
past. has been found, for example, that the 
wage share the output 
facturing industry fell during the forty years 
after 1889. From 1929 1957 rose again and 
nearly regained the level 

Productivity may defined the ratio 
output any all inputs the factors 
production. Labor productivity—output per 
man-hour naturally the ratio physical 
output only one factor input. is, accord- 
ingly, “partial productivity” measure, 
though labor the most important input 
terms total factor cost. Such ratios are 
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ful defining economies achieved the use 
the production factor—labor, this case— 
over time. Economies the use labor, 
however, frequently result from increased use 
capital equipment. Thus, measure the 
net savings the use resources over time, 
ie., the over-all productive efficiency, 
necessary relate output all associated 
factor inputs, traditionally identified la- 
bor, capital, and natural resources. 

Gains total productivity over time re- 
flect primarily technological innovations 
capital equipment and the process and or- 
ganization production. Progress tech- 
nology, turn, represents the fruits 
investments which have improved 
the quality resource inputs. That improve- 
ment apparent not only modern physical 
capital but also better trained and edu- 
cated labor force. 

Advances output per unit total factor 
inputs are potentially available for distribu- 
tion the form both higher real wages 
and higher real earnings capital and 
natural resources. matter fact, with 
increases total factor productivity over 
time, the rates return the factors pro- 
duction must rise relation the general 
level product (goods and services) prices. 
This the means which the gains over- 
all efficiency are distributed. 

This not say that product prices must 
fall, remain unchanged. means only 
that the general level product prices will 
lowered relative factor prices propor- 
tion the gain over-all efficiency. The way 
which this adjustment worked out de- 
pends upon the nature demand and supply 
relationships the market the time 
question. should noted that relative 
changes product and factor prices attend- 
ant upon efficiency gain are neutral with 
respect the debate concerning “demand 
pull” vs. “cost push” inflation. product 
prices rise, may due forces pushing 
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factor prices ahead productivity gains. Or, 
may caused the pull occurring when 
demand expands more rapidly than increased 
resource use and productivity gains can pro- 
duce additional quantities goods and serv- 
ices. Moreover, likely the case 
many instances, the price advance may well 
reflect the interaction both forces. 

Perhaps one the most expeditious meth- 
ods developing the meaning the rela- 
tionship between productivity, prices, and 
wages explore the introductory statement 
this section and investigate the relation- 
ship under various conditions. Accordingly, 
the implied relation may stated follows: 
“If the rate increase wages just equal 
labor productivity gains, prices will not 
tend rise because other factors will not 
under pressure take lower rate re- 
turn.” the same time, interesting 
consider correlative and frequently made 
assertion that “if wages increase fast 
labor productivity, labor will reap all the 
benefits productivity gains.” 

For expository purposes only and not be- 
cause representative real productivity 
situations, the concept “pure” efficiency 
gain lends itself advantageously explora- 
tion the beginning. may defined 
increase output associated with the 
same factor inputs, i.e., with the absence 
substitution one factor for another. Since 
the proportions resource inputs are as- 
sumed remain unchanged, any addition 
output per unit inputs due their more 
efficient use. Such gains are due primarily 
technological development and organiza- 
tional improvement the production process 
and economies scale. 

the case pure efficiency gain, 
true that upward pressure prices would 
exist wage increases were matched percent- 
agewise labor productivity gains. addi- 
tion, the rate return capital and nat- 
ural resources also may rise. This because 
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the productivity the factor inputs, indi- 
vidually and combination, has risen—con- 
currently with unchanged proportions the 
labor-capital-natural resource input 
Given these conditions, apparent that 
input factor would necessarily under pres- 
sure take lower return; and, all factors 
accepted increased rates return step with 
their gains—which are all equal 
—product prices would not experience upward 
pressure. addition, make explicit con- 
dition inherently implied, the relative income 
shares all factors would remain unchanged. 

American industry, course, rising labor 
productivity commonly has been accompanied 
increase capital and other factors 
production, primarily energy resources. For 
purposes simplicity, however, this analysis 
deals with two factors only, labor and capital. 
the extreme, may assumed initially 
that the gain output per man-hour en- 
tirely due increased quantities capital. 
This case the obverse, sense, the 
situation presented earlier which factor 
substitution was absent. It, too, recognized 
limiting case and considered only 
order develop the analysis. 

The assumption that output changes are 
related solely changes the proportion 
which factors are combined suggests, 
course, the familiar principle diminishing 
returns. essence states that, one factor 
increased and the others held constant, total 
output will increase proportion smaller 
than that which the factor was increased. 
The average product the variable factor, 
therefore, will diminish. 

terms the current discussion this 
means that, investment continues, the aver- 
age productivity capital will tend decline 
reason the increase capital relative 
labor. There nothing economic theory 
suggest that the rate return capital 
should rise under such circumstances. the 
contrary, matching relative wage increases 


with relative labor productivity gains 
context stable prices could occur only 
the rate return capital fell. However, the 
addition total product will not com. 
pletely exhausted the wage advance. Ac. 
cordingly, total income going capital will 
also rise but not proportion the increase 
capital inputs. 

Most typical among the industries the 
American economy, however, are productivity 
gains involving both technological innovations 
and capital substitution. view the inter- 
mediate character such improvements, 
difficult isolate the proportion due 
technological advances from the proportion 
representing factor substitution. Thus, the 
possible input-output combinations and at- 
tendant cost-price relationships are endless. 

general, however, improvements tech- 
nology offset diminishing returns capital. 
Accordingly, situation characterized some 
substitution capital for labor and tech- 
nological advance would compatible with 
stable prices context rising wages. 
cient offset diminishing returns capital, 
wages may rise proportion labor pro- 
ductivity gains and the rate return capi- 
tal may remain unchanged without any up- 
ward pressure product prices. terms 
factor income, this implies the possibility not 
only increase total labor income but 
also gain total payments capital equal 
the relative increase capital inputs. 
the other hand, capital substitution 
dominant, the situation may develop where- 
capital would pressed accept lower 
rate return, prices were remain stable 
while wages increased line with labor pro- 
ductivity gains. These situations are merely 
illustrative the many possible conditions. 
Determination the division productivity 
gains function not only these funda- 
mental economic forces but also institu- 
tional changes collective bargaining. 


Industry Over-All Productivity? 

The foregoing discussion indicates that the 
relationship between wages and productivity 
more varied and intricate than generally 
realized. may inferred, productivity 
gains may arise variety ways within 
given industry. Therefore, the labor produc- 
tivity measure may only limited value 
indicating permissible wage increases under 
conditions price stability. 

However, the concept more acceptable 
measure wage increases compatible 
with stable prices when the over-all produc- 
tivity labor throughout the economy con- 
sidered. Historically, appears that produc- 
tivity gains for the economy whole have 
developed manner somewhat similar 
the last example cited above. That is, pro- 
ductivity gains have arisen means 
combination capital substitution and tech- 
nological change. general way, these 
innovations appear have been such 
nature permit the rate return 
capital remain constant—or perhaps de- 
cline only real wages have 
risen roughly step with productivity gains. 

Under these conditions capital substitu- 
tion and technological change, while the gen- 
eral level prices may rise, such trend 
would not necessarily follow from rise 
money wages limited over-all labor produc- 
tivity gains. Thus, while productivity calcula- 
tions for individual industries may little 
relevance the wage-price problem, over-all 
gains are meaningful. 

terms the mechanics the labor mar- 
ket also, may reasoned that the over-all 
productivity measure the relevant one. Em- 
ployees with equal skills tend receive simi- 
lar wages irrespective industry boundaries. 
Yet known that productivity higher 
some industries than others. Manufactur- 
ing, for example, characterized greater 
output per man-hour than the service and 
distribution sectors. Nor manufacturing it- 
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self homogeneous category, because marked 
differences productivity are apparent 
among specific industries. 

view this, obvious that upward 
pressures prices would engendered 
wage rate advances step with those the 
highest productivity gains. The alternative 
price pressures such situation distortion 
the wage structure the labor market 
which could maintained only institu- 
tional barriers mobility. Accordingly, 
reasonable expect wages lag behind 
output per man-hour increases industries 
displaying rapid productivity advances. 
the same time, they are more less 
equated the labor market, wage increases 
low productivity industries would ex- 
pected exceed gains output per man- 
hour. 

worthy note, this connection, that 
the importance considering over-all pro- 
ductivity gains has been stressed many 
recent discussions. addition the more 
strictly professional writings, one the most 
significant statements appeared the Eco- 
nomic Report the President for 1959. The 
relevant sentence is, “Increases money 
wages and other compensation not justified 
the productivity performance the econ- 
omy are inevitably inflationary.” 


Productivity and Lower Prices 


While the foregoing discussion has pro- 
ceeded primarily terms the conditions 
necessary for stable prices, has been recog- 
nized that productivity gains may dis- 
tributed the form lower product prices. 
other words, the gains real wages attend- 
ant upon increased productivity may occur 
through the channel constant money wages 
and falling average product prices well 
means rising money wages and con- 
stant level product prices. 

may noted that productivity increases 
were distributed primarily through lower 
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prices some periods during the past. Gains 
real wages during the periods from 1889 
1898 and from 1926 1931, for example, 
developed largely response declining 
prices rather than rising money rates, accord- 
ing the work Professor Rees cited earlier. 


During recent years, many economists have 
argued favor the lower price channel 
for distributing productivity gains. Most 
notable among their ranks has been Edwin 
Nourse, first chairman the 
Council Economic Advisers. There have 
been, however, periods similar those 
mentioned above during more recent times. 

The role productivity changes the ad- 
justment relative product prices signifi- 
cant and should not overlooked. There 
abundant evidence indicating that produc- 
tivity gains have appeared lower relative 
prices for particular commodities. general, 
relationship appears exist between pro- 
ductivity trends individual industries and 
the movement prices. industries with 


high productivity gains, product prices have 
tended fall relative other prices. the 
other hand, relative product prices have risen 
industries characterized slow produc 
tivity improvements. Agricultural prices, for 
example, reflect exceptionally large produc. 
tivity gains. the service industries, way 
contrast, output per man-hour has increased 
slowly and service prices, due least part 
this lag, have risen sharply. Among 
facturing industries also, inverse 
ship has been noted between labor 
tivity changes and product prices. During the 
period 1947-57, manufacturing industries with 
the larger gains output per 
showed smaller product price increases, with 
some prices actually falling.? This and similar 
evidence reported the National Bureau 
Economic Research support the notion that 
productivity gains are least partly reflected 
lower relative prices. 


2Harold Wolozin, “Inflation and the Price Mechan- 
ism,” Journal Political Economy, October 1959. 
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